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INTRODUCTION BY THE EDITOR 


To American readers the data in Professor Lewis’ pam- 
phlet will suggest significant parallels with the pattern of 
development presented by our own economic and political 
life since—roughly—the McKinley administration. 

The new “organization” that is now so prominent a part of 
the English picture has been thoroughly familiar to American 
students since the testimony before the U.S. Industrial Com- 
mission in which the leader of the sugar trust complacently 
observed that the tariff is “‘the mother of all trusts.” 

On the other hand, those who have seen the interrelations 
in Germany of protectionism (in the widest sense of the 
term), “organization,” rigid prices, controlled output, and 
tendencies toward authoritarian government, may also find 
distressing similarities in the British “plan to muddle.” 

Professor Lewis wishes to record his indebtedness to the 
Social Science Research Council and to Oberlin College, 
which made it possible during his sabbatical leave in 1935-36 
and through a subsequent grant-in-aid to keep in close touch 
with British developments 

This is the twenty-fifth of a series of Public Policy Pam- 
phlets which the University of Chicago Press is publishing. 
Frequently the scholarly journals give no attention at all to 
problems that have an acute public interest, while the ordi- 
nary magazines can print little but superficial comment. The 
University might well perform a valuable service by making 
available to the public whatever special training and informa- 
tion it may have at its disposal. The continuation of such a 
series will, of course, depend upon its reception by the public. 

Perhaps it goes without saying that the authors of these 
pamphlets are individually responsible for their views, and 
that they in no way involve the responsibility of the Univer- 
sity of Chicago. 


Harry D. GIDEONSE 


December 10, 1937 
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PRICE AND PRODUCTION CONTROL IN 
BRITISH INDUSTRY 


I. INTRODUCTION 


For the past five years every move toward federal regula- 
tion of industrial production and prices has produced a cry 
of “Red Russia!” “Nazi Germany!” or “Fascist Italy!” Some- 
how, staid old Britain has been overlooked. To be sure, Great 
Britain’s Central Electricity Board and Broadcasting Corpo- 
tation have been generally discussed and made to serve various 
and conflicting purposes in the controversies over our own 
T.V.A. and allied activities, and the British programs of cur- 
rency manipulation, state housing, and agricultural subsidies 
and marketing experiments have been widely drawn upon in 
efforts to support or attack their Rooseveltian counterparts. 
But few Amercans have realized that the philosophy of con- 
trol and restriction running through many of these better- 
known instancesof governmental intervention has quietly been 
finding its most complete expression in the rigid regimenta- 
tion of the entire range of contemporary British industry. 
Recent English visitors to this country have professed amaze- 
ment at the “Economic Wonderland” in which they have 
found themselves; in fact, however, any ardent and thorough- 
going “New Dealer” who cares to pry beneath the compla- 
cent surface of the British economic scene will feel his Wash- 
ington program singularly uninspired and feeble. British in- 
dustry is being tied and is tying itself, hand and foot. 

For the time being, at least, the teachings of Adam Smith 
and the Manchester school (nineteenth century!) have run 
their course. For more than a century the typical British in- 
dustrialist has produced whatever and as much as he pleased. 
He has determined his own policies, set his own prices, and 
has sallied forth with defiance into the open market to do - 
battle with competitors equally venturesome and similarly 
inspired. Today, as a member in good standing of a “ration- 
alized” industry he is alloted a specific percentage of the total 
business which his industry has decided to handle during the 
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year (and he will pay into a “‘pool” if he exceeds his quota 
and will be compensated if he is “‘short’’); he will consult the 
industry schedule before pricing his goods and will not deviate 
therefrom without permission; he will submit his sales con- 
tracts to the officials of his industrial association for advance 
approval and will throw open his books for industry inspec- 
tion; he will pay a levy to be used by the industry to purchase 
and destroy “redundant” capacity; and he will deposit with 
the officers of his association a substantial amount to be for- 
feited if he is found guilty of noncompliance. British indus- 
trialists have ceased their warfare, and now, far behind the 
battle lines, are “negotiating” for the riches which once lured 
them into open combat. Price-cutting, market strategy, and 
all the other trappings of the old days are being put aside, 
and erstwhile enemies are seated at the council table, heads 
together, consolidating their newly achieved amity and appor- 
tioning their respective shares of the spoils of peace. “Co- 
ordinated production and stabilized prices” is the keynote. 
The British government is leading the movement by pre- 
cept, example, inducement, and compulsion. The most nearly 
hostile attitude that has yet appeared in the British press is 
one of cautious questioning, and that portion of the British 
public which is not enthusiastic is at least acquiescent. The 
lions are preparing for the slaughter, and the lambs are licking 
their chops at the prospect; indeed, the more zealous of the 
lambs are rounding up, and shaming or prodding into action, 
the few lions who are backward, indifferent, or reluctant. 
It is difficult to account for national tastes. At the very 
moment when the Supreme Court was pronouncing an un- 
flattering obituary over the then slight remains of our own 
abortive attempt to control industrial prices and practices, 
Britain was completing negotiations for the reorganization of 
her iron and steel industry into a full-blown cartel and re- 
vamping her recently re-revamped coal-mining industry in a 
determined effort to stem production and raise the price of 
coal. And today, when “bust the trusts” is once more swelling 
the American breeze, Britain is gathering speed in the institu- 
tion and development of schemes designed to regulate prices, 
production, and capacity throughout the entire industrial 
structure. While we have been clamoring for relief from con- 
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trol, British industrialists have been quietly passing their 
plates for more—and getting it. 

Britain’s attitude toward “restraint of trade” has for dec- 
ades been conspicuously different from our own. The British 
people are completely unaware of a “‘trust”’ problem. Eng- 
land has no antitrust law, and agreements between producers 
to control prices and output and to divide markets are be- 
lieved enforceable in the English courts under the ordinary 
laws of contract. The most recent application of the Sherman 
Law establishes the illegality in this country even of an under- 
taking on the part of competing firms selling from 70 to 80 
per cent of the country’s supply of a standardized commodity 
to adhere, without deviation, to prices and terms which each, 
individually and voluntarily, has decided upon and an- 
nounced (The Sugar Institute, Inc., v. United States, 56 Sup. 
Ct., 629, 1936); the latest analogous case in Great Britain 
sustains the legality of a demand by a trade association on a 
trader (whether or not a member of the association) for a 
money payment as the price of abstaining from putting him 
on the association “‘stop list” for violating recognized conven- 
tions as to maintaining association-fixed prices (Thorne v. 
Motor Trade Association, House of Lords [The London Times, 
June 4, 1937, p. 4]). But, while British producers have played 
with the idea of “associations” for many decades, the priv- 
ilege of controlling prices, output, and markets has really had 
little meaning for them in terms of actual results. England’s 
century-old policy of free foreign trade and her exposed geo- 
graphical position have served to establish low-standard con- 
tinental competition as a continuing and effective reminder 
to British producers of the futility of seeking to achieve profits 
by restricting output and raising prices. 

But the privilege, none the less, has been smoldering, and 
with the appearance in 1932 of a new trade policy on the 
part of the government, “restraint of trade” has been trans- 
formed from a hope to an actuality. The essential condition 
making it possible for private industry to inaugurate effective 
schemes of control has been provided by the Import Duties 
Act of 1932 and the activities of the Import Duties Advisory 
Committee under the terms of that act. Britain now has a 
substantial tariff, and behind its protective walls industrialists 
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are having the time of their lives tinkering with their eco- 
nomic system, giving vent to fixations and repressions penned 
up for generations, and surprising themselves with their in- 
genuity. 

The tariff provides the essential condition, the long-con- 
tinued depression and the government’s defense program 
have furnished the immediate motives. By the end of the 
depressed ’twenties British industrialists were tired of stealing 
each other’s businesses by ruining their own, and, like in- 
dustrialists everywhere, they saw price-cutting and other inci- 
dents of the depression only as competitive excesses which 
could and should be curbed by simple rules and restraints. 
The British government, feeling keenly the plight of unem- 
ployed capital and labor, aware of the growth of nationalism 
throughout the world, and face to face with the fact that 
preparedness for modern warfare means continuous and com- 
plete mobilization of industry even during times of peace, 
has found it essential to its program that British industries 
be organized as units and that each be represented by an 
association empowered to speak for and to commit each and 
all of its members. 


Il. THE EXTENT OF CONTROL 


Coal mining.—In the British coal-mining industry today 
the total amount of coal that may be taken from British 
mines is determined by order of a central committee of colliery 
owners, acting under authority conferred by Parliament. The 
country is divided into seventeen districts and to each of 
these a specified percentage of permissible output is allocated. 
Within each district a local committee of mine-owners awards 
to each mine its permissible output, determined by recent 
past performance. Contributions are paid into a central dis- 
trict pool in respect of excesses, and compensation is paid 
from the pool to cover shortages. Prices of coal are fixed for 
each district by the respective district committees, and are 
co-ordinated in the markets by interdistrict consultation. 
Many weary (and fascinating) hours are spent working out 
“cost” and “quality” rationalizations for prices dictated in 
fact by what the traffic will bear. Since the first of August, 
1936, a central selling scheme has been established in each 
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district, designed to meet conditions laid down by the govern- 
ment, namely: (1) to cover all mine-owners in each district 
and to have a measure of permanency, (2) to prevent inter- 
colliery competition effectively, and (3) to be so drawn that 
evasions cannot take place. Under this latest control mechan- 
ism the industry either has a single marketing agency for all 
the coal mined within each district or an arrangement by 
which the details of every contract made for the sale of coal 
by any owner are subject to review and revision by a district 
committee. No mine-owner may sell to a buyer or at a price 
or terms disapproved by the committee. The industry, acting 
as a unit and with only a bare minimum of government “‘obser- 
vation,” can name the owner from whom any purchaser must 
obtain his supply, the price he must pay, and the amount of 
supply available for the British market. The present scheme 
has the hearty support of the mine-workers; indeed, it was 
the insistence of the workers during the wage controversy of 
1935-36 that forced the industry and the government to 
formulate and put the new plan into operation. The mine- 
owners, notoriously individualistic, have accepted central sell- 
ing willingly if not enthusiastically, as the last stopgap to the 
nationalization of their mines. The government has, for sev- 
eral months, been conducting negotiations looking toward the 
nationalization of mine royalties, and legislation to provide 
for this program as well as for compulsory amalgamation of 
mine properties under the mandatory direction of a govern- 
ment board has been promised." 

Textiles —Price-fixing by an industry association, without 
governmental supervision of any sort, has been for the past 


The text of the government’s long-awaited Coal Bill was issued November 11. 
The first part of the bill sets up machinery to carry out the acquisition by the gov- 
ernment of coal-mining royalties at a total price of £66,450,000, to be allocated 
among the present four thousand to five thousand royalty holders on the basis 
of the relative values, yet to be determined, of their respective holdings. A coal 
commission is to be created to take over the ownership for the government of 
all of the coal in the country, and the final vesting date is fixed as July 1, 1942. The 
new commission, succeeding the present Coal Mines Reorganization Commission, is 
given the further task of administering the provisions for the compulsory amalga- 
mation of mines, and the restrictive features of the 1930 Act which so completely 
blocked the activities of the C.M.R.C. are largely absent from the proposed legis- 
lation. The new bill extends the operation of the selling schemes until December, 
1942. The Central Committee of the Mining Association has declared its opposition, 
and Parliamentary debate has begun. (London Times, November 12, 19, 23, 19373 
The Economist, November 13, 20, 1937-) 
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three years an accepted practice in the coarse-counts section 
of the cotton-textile-spinning industry. Under the whip hand 
of the newly formed Lancashire Cotton Corporation (the 
nearest approach to a “giant corporation” in this industry) 
the coarse-counts section has pioneered in the use of a straight 
price-fixing contract, placing dependence upon threats of 
damage suits for breach of contract to secure compliance from 
members. While no such suits have been undertaken, no sub- 
stantial question has been raised as to the legal validity and 
enforcibility of the contract. Some little pressure was exerted 
by the L.C.C. and other “loyal” members to achieve section- 
wide acceptance of this program, and a short-lived retaliatory 
price war quickly brought the few “outsiders” into a line 
from which they have not since deviated. Recent advices are 
that the practice is spreading to other sections, its effective- 
ness after years of discussion and fruitless frittering having 
finally been demonstrated. By May, 1937, the following sec- 
tions of the spinning industry were operating under minimum- 
price contracts: coarse counts (8-32), mule (38-46, 48-58), 
American mules of 70’s and over, all Egyptian-type mules 
and hosiery mules. Similar plans are being laid in the ring- 
yarn section.” The following paragraph, taken from an an- 
nouncement appearing in the London Times in the spring of 
1937, giving the particulars of a newly organized cotton- 
spinning company, is highly suggestive in this connec- 
tion: 


An important feature bearing on these mills is that in the fine 
spinning trade, of which a large portion of the output of these mills 
consists, an agreement has been entered into by 82 per cent. of the 
trade, and is operating successfully, whereby members undertake 
not to sell under prices which will show an agreed minimum profit 
per spindle per annum, which on the basis of full capacity would 
mean a profit of £27,500 per annum for these mills before deprecia- 
tion. The agreement was entered into for six months but negotia- 


tions are now proceeding for putting this agreement on a more per- 
manent footing. 


2 Crowning a four-year effort, the American ring spinning section was able to 
announce on November 3 the establishment of a legally binding price agreement, to 
operate for two years and to be participated in by 75 out of the section’s 78 firms, 
controlling 4,447,385 (93.16 per cent) of ring spindles. (London Times, November 4, 
1937; Manchester Guardian Commercial, November 5, 1937.) 
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To meet the situation produced by the long-continued fall 
in exports, a statutory scheme has just been put into operation 
giving the cotton-spinning industry the power to tax its mem- 
bers to create a fund to be used by the Spindles Board (ap- 
pointed by the Board of Trade from nominees named by the 
industry) to purchase and destroy excess or redundant cotton- 
spinning machinery. An early estimate by the Board placed 
the redundant spindles in the industry at something over 23 
per cent of the industry’s capacity, but the Board’s buying 
program (the Board has scrapped 1,900,000 mule-equivalent 
spindles during its first year of operation) and improved trade 
conditions have combined, undoubtedly, to reduce this figure 
in recent months. The Lancashire Cotton Corporation has 
itself scrapped approximately half of the ten million spindles 
which it has acquired during its brief life. 

Price-fixing arrangements under the auspices of strong as- 
sociations and backed by the full support of major firms have 
been in operation for many years in the bleaching and pack- 
ing sections of the cotton-textile industry. A “gentleman’s 
agreement” among the bleachers was tightened up in 1933 by 
the institution of prepaid fines and a thoroughgoing inspec- 
tion system. 

In other sections of the industry, schemes as yet are still 
in contemplation, waiting for favorable results from the spin- 
ning redundancy scheme and for governmental assistance be- 
fore going into operation. Cotton-weavers have common cost- 
ing records and common legalized wages; in addition they are 
now considering (among other proposals) a charge to be made 
on all machines during the time they are in operation, the 
fund to be used to compensate owners who keep their ma- 
chines idle. This would enable the old family concerns to 
retain at least a legal existence under their old names while 
reaping the rewards of idleness as revealed in the new dis- 
pensation. The calico-printers, with the support of the entire 


3 Tn its first annual report the Spindles Board has announced a total redundancy 
levy of £223,005 for 1936-37, the acquisition of (and agreement to acquire) 3,265,000 
mule-equivalent spindles (the plant and machinery of 48 mills), and the scrapping 
of some 1,900,000 of these. Spindle capacity dropped from 45,875,251 to 42,942,717 
during the year; and a total spindle unemployment of 10,600,c0o spindles as of 
September, 1936, fell to 3,900,0c0 as of September, 1937. (London Times, October 30, 


1937:) 
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textile industry, have recently requested the Board of Trade 
to lend statutory sanction to a scheme to establish individual 
quotas (on the basis of past performance) for each of the 
present members of the industry, the quotas to be rigidly 
maintained by a licensing system designed to protect existing 
shares of business for the next fifteen years. Piece-goods dyers 
are also asking government support in establishing both a 
quota scheme similar to that sought by the calico-printers 
and a redundancy “‘buy-and-smash”’ scheme like that of the 
spinners. Lancashire, Britain’s last stronghold of individual- 
ism, is teeming with schemes! It is understood that the 
government is reluctant at the moment to lend its mandatory 
powers to the dyers and the calico-printers in furtherance of 
the particular programs which they have advanced, but there 
is no suggestion that the government would be unwilling to 
aid in effecting slightly less drastic undertakings or that it 
would view with anything other than approbation the volun- 
tary institution and operation of the schemes as presently 
proposed. 

The woolen industry in general has found it difficult to 
achieve any considerable degree of co-operation, and, buoyed 
up by recently increasing orders, the industry is likely to post- 
pone the adoption of any all-inclusive schemes. One impor- 
tant section, however, the wool-combers, has for the past five 
years been buying and smashing wool-combing machinery on 
a most ambitious and effective scale. Something over 11 per 
cent of the industry’s capacity has been destroyed, and 
second-hand combing machinery has practically disappeared 
from the open market. In addition, the details of every wool- 
combing contract must be approved by the secretary of the 
wool-combers’ association before it can go into effect between 
a member of the industry and his customer. When wool is 
taken to be combed, any member of the association is for- 
bidden by the articles of agreement to quote a price for the 
job until experts in the offices of the association have ex- 
amined and graded samples of the wool and the secretary of 
the association has certified the price. But, while prices have 
been raised and profits increased as a result of the joint re- 
dundancy and price-control program, a new problem has risen 
to plague the industry. The position of the commission wool- 
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combers is now rendered less secure by reason of the threat 
of new machinery which, attracted by the reputed high earn- 
ings, is beginning to appear in the hands both of newcomers 
into the commission combing field and spinner-combers and 
topmaker-combers, as well. The menace of new machinery 
(as yet slight) is neither so great nor on the same plane as that 
offered by old machinery, particularly when the latter is con- 
trolled by financial houses willing to embark on a cutthroat 
price war in an effort to salvage quickly the slight remains of 
an unprofitable investment, but even new machinery stands 
as a barrier to the attainment of monopolistic stability. 

Price-cutting in the rayon seamless-stocking section of the 
hosiery industry is soon to cease if one may credit an August, 
1937, announcement of a voluntary scheme under which 
minimum prices are to be fixed. It is stated that yarn-makers 
are to co-operate with the hosiery manufacturers’ association 
and will refuse to supply yarn to manufacturers who decline 
to adopt the scheme. The announcement is of particular im- 
portance because it marks the first serious attempt at price- 
fixing in the British hosiery industry. The writer was in- 
formed by authorities in this field as recently as the winter 
of 1936 that price-fixing by this industry, however desirable, 
was impossible because of lack of product standardization. 
Minimum-price schedules for other types of stockings are 
soon to be issued.‘ 

4 As this goes to press, word comes of a scheme for the reorganization of the cotton- 
textile industry to be submitted to “all sections of the industry with a view to a united 
request for legislation to give it effect” (London Times, October 20, 1937). It is pro- 
posed to ask the government to introduce an enabling bill under which a board of 
twelve, appointed by the Board of Trade from names submitted by the various 
sections (spinning, manufacturing, bleaching, printing, dyeing, merchants, and opera- 
tives), and an independent advisory committee of three, chosen by the Board of Trade 
from outside the industry, would be set up to examine and report to the Board of 
Trade on schemes presented by the industry or any of its sections. Approval by the 
Board of Trade would be followed by introduction of the scheme in the form of a 
government bill before Parliament; failure of Parliament to reject within twenty-five 
days would give the scheme the force of law. Objects of schemes may include: (1) 
reduction of surplus capacity, (2) prevention of waste or loss arising from excessive 
competition, (3) regulation of the production, supply, or sale of goods or services, 
(4) establishment of minimum prices or margins, (5) institution of pools and quotas, 
(6) imposition of levies, (7) determination of the conditions on which firms entering 
the industry shall share in the cost of any scheme already in operation, and (8) 
legalization, at the request of both parties, of wage or other agreements previously 


reached between employers’ and operatives’ organizations (Manchester Guardian 
Commercial, October 22, 1937). The reorganization scheme is reported in The Econo- 
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Shipbuilding Shipbuilders, suffering since 1920 from 
overcapacity, have required ship-owners to make them a pres- 
ent of a partially rationalized and more secure industry by a 
process of charging every consumer under a shipbuilding con- 
tract a sum to be used by the shipbuilders’ association— 
representing substantially too per cent of the shipbuilding 
capacity of Britain—to purchase and destroy or close re- 
dundant yards. Purchases made in recent months have been 
placed “on ice” instead of smashed, in deference to the in- 
creasing demand for ships and a slight but growing spirit of 
“questioning” on the part of the general public. As a matter 
of fact, the shipbuilders’ redundancy program came in for 
some special opposition from particular shipbuilding localities 
which felt that they were being made the victims of ruthless 
discrimination in that temporary unemployment, common to 
the whole industry, was being concentrated permanently on 
them by reason of the arbitrary destruction of their yards. 
Figures indicating the geographical distribution of “‘rational- 
ized” yards, however, show a reasonably even distribution 
among the principal shipbuilding districts. The redundancy 
scheme was begun with the assistance of the Bankers Indus- 
trial Development Company, an offshoot of the Bank of Eng- 
land, but within a few months the rehabilitated industry was 


mist (November 20, 1937) as making substantial progress. “Most of the constituent 
members have held special meetings and, speaking generally, the scheme has been 
approved by substantial majorities.” Criticism “has not been absent,” however, 
and it is recognized that “the promoters of the scheme will have to convince the 
Board of Trade, before the government brings forward an enabling bill, that the 
scheme will achieve the object of reducing production costs and thereby make 
Lancashire goods more competitive in world-markets.” 

Proponents of the cotton-textile scheme may well draw encouragement from the 
Sea Fish Industry Bill presented by the government to the House of Commons, 
November 3. Provision is made for the establishment of a Fish Industry Develop- 
ment Commission empowered “‘to regulate the units operating in each section of the 
industry, to license port wholesalers and, in certain circumstances, fishing vessels; 
to promote the development of organization in the industry and to approve organiza- 
tions representative of the registered units... . to consider schemes submitted by 
approved organizations and supported by substantial majorities for the better 
development and regulation of the industry or of sections of it [e.g., schemes to check 
uneconomic expansion of fleets, to rationalize their activities, regulate landings, 
sales, practices, etc.]; to approve such schemes with or without modification, and to 
forward them to the ministers for consideration with a view to making them effective 
by order’’; and to initiate any such schemes, and to require reports and to make 
grants for experiments, research, marketing, and publicity. (London Times, No- 
vember 4, 1937.) 
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able to provide from within its own ranks the capital neces- 
sary for an expansion of the scheme. And, now that through 
the successful operation of its redundancy program approx- 
imately 35 per cent of the industry’s productive capacity has 
been placed beyond the reach of those who would employ it 
for “destructive” price-cutting, the industry is making further 
strides in the direction of commercial co-operation. The new 
commercial department of the shipbuilders’ association, 
headed by an independent chairman (British euphemism for 
‘Gndustrial dictator”) can be expected to co-ordinate the 
efforts of the completely organized industry to make the most 
of its strengthened position.$ 

Wheat, flour, and bread —British wheat-growers are the 
beneficiaries of a guaranteed price, the cost of which finds its 
way automatically into every flour contract, by statute. Go- 
ing on to the next stage, the flour-milling industry, under the 
domination of two major units, has through its association 
operated with high success a contributory “buy-and-smash”’ 
scheme for getting rid of redundant capacity. The redun- 
dancy program in this industry is the only one in Britain in 
which an organized effort is made through industry contribu- 
tions to mitigate the condition of workers thrown permanently 
out of employment by the closing of mills. Incidentally, the 
reduction in the number of mills in this industry has been 
followed by a very considerable installation of new and im- 
proved machinery in the mills remaining. The flour-milling 
industry is reputed to be working under a plan, too, which 
provides each mill with a fixed datum—a percentage of the 
industry’s total capacity based on past performance and sub- 
ject to revision only under exceptional circumstances. A uni- 
form percentage is applied each year to this datum for all 
mills; those who produce in excess of their allotted output 

5 At the eighth annual meeting of National Shipbuilders Security, Limited, 
November 4, the chairman stated that purchases during the past year had been 
fewer, but that the usefulness of the company was not yet at an end. The industry 
at present was said to be employed to the extent of about two-thirds of capacity. 
“Had the sterilized yards remained in business, Sir James [Lithgow] proceeded, the 
load would have been less than half of the capacity and, in fact, the effect of concen- 
tration ‘N.S.S.’ had attained was that, in the average case, the volume of work in 
progress was about so per cent greater than it would have been if spread over the 


original number of units. Concentration of work resulted in more economic pro- 
duction.” (London Times, November 5, 1937-) 
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must pay a substantial fine into the common pool, while 
those who fail to produce and sell the amount to which they 
are entitled are privileged to receive compensation. The fines 
for excess production are understood to be designed to take 
all the “profit” out of price-cutting, while any mill whose 
actual output falls regularly by more than a certain percent- 
age below its allowable output will be penalized by a per- 
manent reduction in its portion. Members are, presumably, 
held in line not only by the leadership supplied by the in- 
dustry’s principal firms, but also by the exaction, upon entry 
into the association, of a fee too large to be sacrificed with 
equanimity. 

As the next link in the chain, the bakers of Great Britain 
and Ireland have an association, but with a membership 
which falls materially below an effective percentage of the 
industry. The bakers would like restrictions on the cutting 
of bread prices, and have sought the co-operation of flour- 
millers toward the inclusion in their contracts covering the 
sale of flour to bakers of a stipulation that the flour in question 
may not be used in the making of bread to be sold at prices 
below the minimum established by the bakers’ association. 
The plan has actually been tried in limited areas, but has 
achieved no wide currency. as yet. The bakers, indeed, have 
recently been petitioning the Food Council (a consumers’ ad- 

visory protective department, set up within the Board of 
Trade) to support the establishment of a minimum price for 
bread. Since the Food Council is, quite properly, somewhat 
more interested in the fixing of maximum rather than min- 
imum prices, this particular request suggests the case of the 
watchdog being asked to carry the burglar’s lantern. The 
presently prevailing temper in England is such that it is by 
no means certain that the watchdog, whatever its own in- 
clinations, will be permitted to refuse. 

Shipping —Not only the shipbuilders, but also the ship- 
owners, have their schemes in England, and, as becomes the 
wards of a great maritime nation, they are recipients of sub- 
stantial governmental assistance. Parliament has provided a 


6 The Food Council has just issued a report proposing to the president of the 
Board of Trade that a temporary increase be made in the scale of maximum bread 
prices during an investigation to be made into alleged increased costs of production 
and distribution. (London Times, November 19, 1937.) 
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subsidy; to be continued through 1937, for British tramp 
ships, to be awarded upon the recommendation of a com- 
mittee set up under the act, no subsidy to be recommended 
in respect of any tramp voyage undertaken without due re- 
gard for the need of co-operation on rates between owners of 
British vessels. Minimum freight rates and regulation of ton- 
nage to prevent excessive accumulations in particular ports 
were the principal features of the government-induced “‘co- 
operation” under the subsidy, and they are, in turn, to be the 
main objectives of the new voluntary scheme which is being 
projected for industry acceptance and operation following the 
discontinuance of the subsidy at the end of the current year. 
Subject to the approval of go per cent of the tramp-owners, 
the proposed scheme calls for an administrative committee 
with extensive powers, and a binding agreement (under penal- 
ty of fine on the part of each owner) to maintain rates, submit 
to regulation of the direction of shipping, and to stipulate 
these conditions in all charters. Liner-owners; without whose 
support the scheme could not go forward, have registered 
unanimous approval. A two-year scrap-and-build program 
just now expired was provided by Parliament for British 
shipping, under the terms of which loans for the building of 
new ships could be had from the government at an interest 
rate of 3 per cent, provided that for each new ton to be con- 
structed the applicant could show that two old tons had been 
scrapped. The scheme, begun in February, 1935, was respon- 
sible in its two years of life for the scrapping of more than 
g7 vessels of 386,000 gross tons, and the construction of 50 
new ships of 186,000 gross tons. The government advanced 
nearly three and a half million pounds. British coast tramps 
are considering a proposal for an agreed schedule of minimum 
freight rates with penalties for avoidance and a levy to com- 
pensate owners for unemployed vessels, the whole to be pre- 
sented to Parliament for implementation by governmental 
sanctions.’ British tanker-owners, in co-operation with the 
owners of other continental countries, have a voluntary 
scheme which provides that each owner shall pay a levy into 

7 The herring fishing industry has just approached the government with a request 


for a grant toward running expenses of vessels and toward the cost of building new 
vessels. (London Times, November 9, 1937-) 
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an industry pool for every day during which his tankers are 
in operation and shall draw compensation from the pool for 
every day of idleness. The industry was forced to alter its 
original rates of levy and compensation since, after a few 
months, it found itself witnessing the spectacle of owners 
building new tankers for the sole purpose of keeping them 
laid up and claiming compensation. Incidentally the tanker- 
owners prefer to “chill” their ships rather than to destroy 
them, because the presence of unused registered tankers is 
believed to give pause to outsiders who, attracted by industry 
profits, might otherwise be tempted to enter the field. The 
government is supporting the redundancy schemes in this as 
well as in the shipbuilding and wool-combing industries by 
permitting contributions made by firms to the scheme to be 
deducted as an expense in computing profits or gains for the 
income tax. On the other hand, the King’s Bench Division of 
the High Court of Justice has just refused to allow a deduction 
in the computation of profits for purposes of the income tax 
on account of payments made by a firm of boiler-makers to 
the Association of Shell Boiler-Makers to be used by the As- 
sociation in the purchase of properties to prevent their falling 
into the hands of persons likely to cut prices below Associa- 
tion levels (London Times, October 21, 1937). 

Iron and steel—Iron and steel, as recently reorganized, is 
the most completely self-cartelized and controlled of any 
major British industry. Co-operating with and supported by 
the British Import Duties Advisory Committee at every step, 
the industry—completely disorganized at the turn of the dec- 
ade—has built up behind a manipulated tariff wall a federated 
organization of some thirty-five price-fixing and quota as- 
sociations together with probably forty more informal price 
and output groups, covering practically every iron and steel 
material and product produced in the British Isles. The Brit- 
ish Iron and Steel Federation is headed by an independent 
chairman, approved by the government. In some of the as- 
sociations the total industry output is limited by agreement 
of the members. In more, quotas are established fixing the 
allowable production of each member in terms of a percentage 
of the total industry output. In the Tin Plate Conference, 
the secretary estimates the capacity of each plant and assigns 
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it a percentage of the weekly industry output. Each firm pays 
two shillings into a common “pool” for each unit of excess 
production and draws out the same amount for any deficiency. 
In addition, there is an absolute maximum which plants may 
not exceed—i.e., if the total capacity of the industry is set 
at 400,000 units and it is agreed that no more than 300,000 
units should be produced, no plant may thereafter under any 
circumstances produce more than 7§ per cent of its estimated 
capacity, under penalty of a “severe telling off” and a com- 
pulsory readjustment of its output in succeeding weeks. Com- 
pliance with this program is undoubtedly facilitated by the 
presence in the association of one dominant firm able and 
willing to discipline any erring member by undertaking to 
retaliate vigorously against any breach of rules. 

In all the associations prices are set by the group acting 
as a unit, and on a level calculated to be satisfactory to the 
less efficient members of the industry. By reason of an in- 
formal arrangement, price increases in the case of the more 
important products receive the approval of the Import Duties 
Advisory Committee before going into effect. Compliance 
with association rules is secured by various devices, of which 
the deposit of prepaid fines is the most common. As a further 
measure along this line, the Federation has secured the rather 
widespread adoption by the constituent associations of so- 
called “loyalty discounts,” to be withdrawn from any recalci- 
trant member or any outsider—discounts so substantial that 
without their benefit any member of the industry not in good 
standing would be placed at a disastrous disadvantage. The 
Federation is now seeking to establish a million-pound “stab- 
ilization fund” to be raised by a levy on the tonnage of steel 
ingots produced, to be used directly or as supplementary to 
similar funds raised by affiliated associations to accomplish 
such purposes as the assistance of export trade, the main- 
tenance of a “reasonable” price level by making grants to 
aid high-cost plants whose output is needed in rush times but 
whose costs are too high to be of use in determining industry 
prices, the elimination of redundant or inefficient plants, the 
maintenance during slack times of plants necessary to meet 
peak demands upon the industry, and the development of 
research. While expressing no opinion relative to these ob- 
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jectives, the Import Duties Advisory Committee has char- 
acterized the scheme as ‘“‘an important manifestation... . of 
a growing sense of collective responsibility in the industry.” 
The Committee and the Federation are in agreement that the 
Federation should have power, subject to review by some 
independent public body, to control new investment in the 
industry. The iron and steel industry is protected from con- 
tinental competition by means of a tariff, an agreement with 
the international cartel, and a licensing arrangement which, 
under government statute, gives the Federation practical dic- 
tatorship over the amount of steel which can come into the 
country, its destination, and the marketing channels through 
which it must flow.’ 

Other industries—The kind of activity described above is 
characteristic of all British industry. Wherever the nature 
of the product or the conditions of production and marketing 
will permit, price-fixing schemes are in operation or contem- 
plation, and in a large number of cases they are accompanied 
by devices for controlling and allocating production. 

Price and quota schemes, of varying degrees of effective- 
ness, are in operation in certain sections of the pottery in- 
dustry. Typical of the practices here are standard prices 
based on wages paid to operatives and quotas (currently 
revised) with compensatory payments sufficiently high to 
deter any producer from seeking business which the associa- 
tion has allocated to others in the trade. Members’ books are 
subject to audit by association representatives without notice. 
The producers of sanitary fireclay products have had an as- 
sociation for many years, with an allotment to members of 
specified percentages of the industry’s trade and a complete 
interchange of statistics. China-clay producers have at- 
tempted, with indifferent success, a full program of control 
activities ranging from central selling to simple price under- 
standings, and some measure of “order” has come to the in- 


8 An achievement of decided significance in the way of price stability (rigidity?) 
was announced by the Federation November 8. The ten steel associations covering 
the main basic steel products have decided to maintain their prices at the present 
level until the close of 1938. In taking this course despite increased costs of raw 
materials and in the presence of an unabated demand for steel products, “the iron 
and steel industry is actuated by the desire to contribute to the prolongation of the 
present level of trade activity.” (London Times, November 9, 1937. See also The 
Economist, November 13, 1937; The Statist, November 1 3s 1937) 
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dustry by the buying up of price-cutters by individual firms. 
But the presence in the industry of a small group of owners 
who will neither “co-operate” nor sell serves to preclude a 
really effective organization. 

It is difficult to obtain up-to-date, first-hand information 
bearing on the details of the control situation in the electrical 
manufacturing industry—cables, light bulbs, lighting and 
household equipment, radios, radio valves, generating and 
transmitting equipment, etc.—but it is common knowledge 
that various sections are completely bound in price and quota 
arrangements which have operated effectively for so long that 
they are now regarded generally as an inherent characteristic 
of the industry. Price maintenance is a recognized activity 
of the associations covering the manufacturing of electric 
lamps, cables, and radio valves (to pick at random), and the 
cable-makers have supplemented their price control with a 
quota scheme so contrived as practically to eliminate com- 
petition over the greater part of their output. Price arrange- 
ments are encouraged by the British Electrical and Allied 
Manufacturers’ Association, which professes to find complete 
support for its program in the recent government activities 
in agricultural marketing and coal. It is probably the case, 
however, that the support of one (quasi) governmental body, 
the Central Electricity Board, charged with co-ordinating and 
developing the supply of electric power in Great Britain, is 
somewhat restrained. 

The cement-makers’ federation, controlling practically all 
of the industry, and influenced materially in its policies by 
recent American capital, is a quota-and-price association. 
Each consumer market in England has a delivered price com- 
puted on a common base with transportation charges from 
the nearest source. Prices are enforced by penalty deposits, 
and quotas based on past performance are operated through 
the mechanism of a typical “‘put-and-take” pool. A sub- 
stantial measure of “rationalization” has taken place by indi- 
vidual action within the industry. 

Competition in the chemical industry is kept well in check 
through the good old American device of mergers, which have 
resulted in the building up of the gigantic Imperial Chemical 
Industries, Ltd. Competitors do not quarrel with the market 
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leadership asserted by this concern, and in those sections of 
the industry where competition might still be active because 
of the absence or despite the presence of the I.C.I., the situa- 
tion is cared for by price associations dealing with particular 
products, and, in certain branches, by selling agencies acting 
for the whole group of producers. The Sulphate of Ammonia 
Federation is a central selling agency, one of whose principal 
problems is to reconcile the interests of firms producing sul- 
phate of ammonia as a by-product and those of the I.C.I. 
which produces it as a direct product. The sulphuric-acid in- 
dustry is divided into eight geographic divisions, each of 
which sends its representatives to monthly meetings on costs, 
output, sales, and prices. There is an effort to influence the 
direction of sales, for mutual protection, but there is no limit 
on or allocation of output. Prices are fixed by districts on the 
basis of costs laboriously computed and regularly revised. 
The problem of redundancy has been partially met by the 
voluntary action of Imperial Chemicals, and by other private 
purchase engineered by the association. The association, in- 
cidentally, acts as a buying agent for the industry in the pur- 
chase of certain raw materials. In the field of fine chemicals 
with its many small firms, arrangements and “rings” are 
prevalent, with the I.C.I. a willing co-operator and, in gen- 
eral, a “stabilizing” factor. The British match business is 
largely controlled by the British Match Corporation, and 
soap and glycerine are dominated by Lever Brothers. 

The manufacturers of paint materials have recently formed 
an association which in its short history has been able to 
raise prices above their previously ruinous level by some- 
thing over 60 per cent. The association operates with in- 
formal quotas and depends at present upon penalty deposits 
for compliance. In an allied field the producers of white lead 
and lead oxide have developed a most elaborate arrangement 
covering both the continental and the domestic English mar- 
ket, in an effort to deal with overcapacity induced by what 
they term “external factors.” Prices are fixed at the central 
office and quotas are allocated. If a firm sells more than its 
quota it may be ordered first to quote higher prices and finally 
even to stop sales. A firm which experiences difficulty in get- 
ting rid of its allowable output may seek and secure permis- 
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sion from the central office to “slide” its prices. At the end 
of the year there is a compensatory “‘put-and-take” arrange- 
ment, the specific amounts being calculated on the basis of 
the particular markets in which the shortage or excess oc- 
curred. 

The metal-bed industry is not Britain’s foremost industrial 
concern, but to its members it is a matter of considerable 
moment that since they installed an independent chairman, 
drew up an elaborate price book covering every description 
of metal bed made in the British Isles, arranged for the alloca- 
tion of industry output to each member in an agreed propor- 
tion, and established a “guarantee fund” (for enforcement 
purposes) to be contributed to by each member on the basis 
of his annual sales, the industry has become profitable for the 
first time in recent history. 

Price rings, not sponsored directly by the Glass Manufac- 
turers’ Federation, are operating in certain sections of the 
glass industry. A current attempt to maintain industry price 
control in the bottle section is understood to be meeting with 
opposition from the whiskey manufacturers who, curiously 
enough, have established control in their own industry. Price 
control is a main concern of the paper-makers’ association, 
and within recent months negotiations were under way to 
check the supply of paper from certain sources to paper-bag 
manufacturers who consistently sold their products at prices 
below those agreed upon by the trade. Discussions rather 
than formal agreements are the order of the day in both the 
lace and clothing industries. The shoe industry, too, is be- 
lieved to be free from explicit price and production arrange- 
ments. The myriad of metal industries, small and large, 
centering in Birmingham and Sheffield, are shot through with 
rigid price-and-quota schemes, many of them on a most 
elaborate scale. Picking at random, among the scores of in- 
stances, prices are subject to agreement in the industries man- 
ufacturing various kinds of holloware, fittings, tools, screws, 
bolts and nuts, tubes, rods, wire, cold-rolled brass and copper, 
automobile equipment, saws, files, drills, cutlery, etc.; and in 
many (not in all) of these, each member of the industry is 
allotted and permitted to enjoy only his specified “share” of 
the industry’s total business. Local rings obtain in many mar- 
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kets throughout England in the case of such products as coal 
tar, gravel, timber, etc. 

This survey would be incomplete without mention of the 
bidding scheme operating in the ——— industry, under the 
terms of which the production of every unit marketed by the 
industry is awarded by the secretary of the association to a 
manufacturer named by him, and sold at a price fixed by an 
industry committee at a profit level; to maintain the appear- 
ance of competition, all other members submit their bids to 
the expectant buyer at a figure sufficiently high to protect the 
bid of the selected member. Entrance of new members to the 
industry is “discouraged” by the association. At the other 
extreme, the program of the leather industry, developed 
through the United Tanners’ Federation, should be set forth. 
The Federation, covering from go to 100 per cent of the sev- 
eral branches of the leather industry, has experienced several 
unsuccessful attempts at price-fixing in the past, but for the 
last seven or eight years has concentrated its efforts on the 
collection and dissemination of vital trade information. Each 
member reports regularly to the secretary on such items as 
stock on hand, production, sales, deliveries, and sales ahead. 
The information is given out in a confidential bulletin month- 
ly for the industry as a whole, unidentified by firms. The 
purpose is to make available for the industry the figures which 
any firm would need for the sound management of its own 
business, and then to depend upon individual firm manage- 
ment to save the industry from redundant capacity and de- 
structive competition. The scheme, by contrast, is refreshing.? 

9 This brief survey makes no attempt to cover the systems which have been de- 
vised for the control of British public utilities (particularly interesting in the case 
of the Central Electricity Board, the Port of London Authority, the London Pas- 
senger Transport Board, and the British Broadcasting Corporation), or the schemes 
operated by the industries under statutory authority in the marketing of milk, hops, 
potatoes, pigs, and bacon. Nor is there opportunity to offer details on the wide- 
spread and growing practice of resale-price maintenance enforced by industry boy- 
cotts and direct suits on price-maintenance contracts, both of which methods are 
completely acceptable to the British law. The practice is most prevalent in the book, 
newspaper and periodical, stationery, drugs, photographic goods, gramophone and 
record, motor and cycle, tobacco, confectionary, and grocery trades. Illustrative 
of the organization of the price-maintenance program is the case of the Proprietary 
Articles Trade Association in the drug trade, consisting (1930) of some 440 manu- 
facturers, 63 wholesalers, and 8,700 retailers. If the fixed minimum prices of a single 


manufacturer are cut, the name of the offender is published in the Association 
Stop List, and all manufacturers (and wholesalers, where the offender is a retailer) 
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Ill. THE TECHNIQUE OF RESTRICTION 


Great Britain is practically a unit in its complete accept- 
ance of the proposition that price competition must be elim- 
inated from the industrial process, not simply as an emer- 
gency measure—a temporary dam against a flood of frenzied 
panic prices—but permanently and for all time. Prices are 
fixed by industry committees (occasionally by an association 
secretary), replacing the unseen hand of competition and the 
invisible processes of the market as the guiding force of in- 
dustrial activity. The prices set are minimum prices, designed 
to protect producers from the folly of their weaker associates, 
but they are not the “floor” prices of our own National Re- 
covery Administration codes. The latter were calculated to 
cover direct expenses only—a last defense against unreason- 
ing collapse—but British association prices are intended to 
be fully remunerative, even to most of the less efficient mem- 
bers of the industries involved—sufficiently profitable, in fact, 
fully to satisfy these members and “‘keep them in line.” And 
they are, of course, rigid prices. Authoritative price-fixing, 
even at its best, cannot achieve the flexibility of the market, 
and there is no disposition on the part of British price com- 
mittees to emulate this feature of the automatic process; on 
the contrary, stability ranks almost on a par with profitability 
as a goal of committee endeavor. Henceforth, prices are not 
to respond to market conditions; market conditions are to be 
forced to behave as the controlled-price mechanism shall dic- 
tate. The price thermometer has been transformed into a 
thermostat, to function as such as long as consumers will 
furnish the fuel. 


undertake to withhold supplies of all listed goods. On the same plane is the case of 
the Motor Trade Association, whose membership includes manufacturers or sole 
concessionaires of British motor vehicles, of foreign motor vehicles, and of other 
motor goods, petrol distributors, factors, wholesale accessory dealers, tire-purchase, 
finance, and motor insurance companies, representatives of the foregoing, and dis- 
tributors of and dealers in motors, accessories, used cars, tires, and bodies. Either a 
partial or a complete “‘stop-list” citation, with cessation of certain or all supplies 
(depending on council action) stands as the penalty for undercutting the “appropri- 
ate” list price of any motor or motor article, or for granting a “trade-in” allowance 
in excess of the figures names in the National Used Car Price Book. Cf. M. E. 
Dimock, British Public Utilities (1933); Oxford Agricultural Economics Research 
Institute, The Agricultural Register, 1934-35, 1935-363 Report of the Board of Trade 
Committee on Restraint of Trade (1931); and the Objects, Regulations, Bye-Laws and 
Rules of the Motor Trade Association (January, 1936). 
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Prices are usually named by committees in definite, final 
figures below which members are not at liberty to sell, al- 
though in a few instances cost formulas or margins are pro- 
mulgated. As suggested earlier, prices are typically built on 
cost records submitted by association members, but no one 
familiar with the vagaries of uncontrolled private “bookkeep- 
ing” and with the nature of the task of selecting “representa- 
tive” costs and “representative” firms, will be seriously im- 
pressed by the “scientific” appearance of cost-price calcula- 
tions. However elaborate the formulas, British prices, like 
all fixed prices, are arbitrary. In the great bulk of cases uni- 
form delivered prices are quoted, although in a few instances, 
where it is sought to protect local markets, factory prices 
only are named for the industry and full delivery charges are 
required to be added. The co-ordination of prices of the sev- 
eral price-fixing districts on sales in common markets has 
proved a problem of great difficulty in the coal industry. In 
iron and steel the prices of many products are related by their 
associations directly to the prices fixed by other associations 
for antecedent materials or resulting products. A major prob- 
lem in this industry arises out of the presence at the same 
level of “independents” and integrated firms. Much damage 
can be done to the former if the association’s price policies 
for materials and products are dictated by the integrated 
“combines.” High material prices and relatively low product 
prices are matters of bookkeeping for the firm producing both; 
they are matters of commercial life and death for the “inde- 
pendent.” 

It is frequently necessary for an association to permit the 
quoting of special prices to favored customers, particularly 
to those represented by strong associations of their own. Ship- 
builders, for instance, are favored customers of the steel in- 
dustry. Association secretaries are usually authorized, too, 
upon application to permit the “sliding” of prices by a desig- 
nated member to enable him to take prospective business 
away from a nonconforming “outsider.” 

Control of over-all output is guided and limited by no 
principles or rules other than restriction of product to the 
amount which, it is estimated, can be taken off the market 
at an “economic” price. Restrictions in the tin-plate industry, 
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one of the few industries employing a voluntary scheme of 
this character, have recently been removed in response to an 
increase in demand calculated to justify a complete use of 
facilities. The industry’s quota arrangements, however, re- 
main undisturbed. The other direct attack on total output— 
the curtailment of capacity itself, through the operation of a 
redundancy “buy-and-smash” scheme—also proceeds, typi- 
cally, along lines of immediate expediency rather than prin- 
ciple. A “redundant” mill or plant is one operated (or about 
to be operated) by a price-cutter, and which can be purchased 
for a sum no greater than the estimated “nuisance value’’ 
of the property in the hands of its present owners. There is 
much talk of overcapacity, but industrialists have no fear of 
capacity which does not cut prices; there is much ado about 
purchase-price formulas worked out on a physical appraisal 
basis, but the price paid is dictated by the desire of the in- 
dustry to rid itself of particular men rather than particular 
properties. As a matter of fact, any other policy could be 
justified only on a purely arbitrary or a charitable basis, and 
while some such considerations may work their way into the 
administration of compulsory schemes, they will find little 
support in voluntary redundancy programs. Payments made 
for keeping equipment or facilities idle are sought to be placed 
at a level just high enough to remove the temptation to re- 
enter the arena by cutting prices. As yet no licensing provi- 
sions have made their appearance in any of the industrial- 
control schemes actually in operation; newcomers are “dis- 
couraged” by the refusal (explicit or implied) of present mem- 
bers to co-operate, and by the difficulties of obtaining capital 
and supplies in the face of such refusal. 

Prevalent methods of distributing business through the es- 
tablishment of percentage quotas of the total output for each 
firm are equally uninspired from the point of view of a well- 
planned economy. The underlying philosophy, of course, is 
one of protecting everyone in the enjoyment of the proportion 
of business to which he has become accustomed. Quotas are 
set either on the basis of capacity or past performance, the 
latter being employed as the determining criterion in most 
instances. Different periods in the past are used in different 
industries, ranging from some single year to an average of, 
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say, five preceding years, or the best year in the i. 
five. Occasionally the period is adjusted by dropping the first 
and adding the most recent completed year, as time passes. 
Care is taken, however, not to make the adjustment so depen- 
dent upon immediate business that the value of the quota as _ 
a deterrant to competition is destroyed. No attempt is made 
to concentrate production in the most efficient producing units 
or to induce the working of particular plants at their most 
efficient stage. The most that is done in this direction is to 
allocate quotas to plants or firms rather than to individual 
mills, and to permit the purchase and sale of quotas. Provi- 
sion is made occasionally for the downward revision of quotas 
in the case of members who continue year after year to draw 
sizeable amounts from the compensatory pool. Quota ar- 
rangements are intended to serve, for the most part, as a 
re-enforcement for price-fixing schemes; producers who are 
guaranteed a fixed share of the market and who must pay a 
penalty for enjoying more, have-no incentive to “chisel” on 
prices. 

Compliance problems are handled by the directors or in- 
dependent chairmen of the associations assisted, usually, by 
industry committees. On complaint, or on report made by 
an industry auditor, an investigation will be undertaken, 
quietly and confidentially, by the director. Most offenses are 
smoothed over as ‘“‘mistakes,” but where wilful breaches re- 
peatedly occur, the recalcitrant member will be subjected to 
punishment in the form of a fine (which he has already paid 
upon joining the association and which will now be cashed), 
withdrawal of discount privileges, boycott by the industry 
and its affiliated suppliers and customers, a damage suit for 
breach of contract, retaliatory price-cutting by competitors 
sanctioned and supported by the association, or simply a good, 
old-fashioned “‘telling off.” 

The more effective associations are staffed by competent 
inspectors and auditors, and in all cases there is an oppor- 
tunity for appeal from a decision of the director to an industry 
committee. 

The director or independent chairman is an interesting and 
highly significant feature of the organization of British as- 
sociations. He is usually drawn from outside the industry so 
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that his decisions will not reflect favoritism toward any par- 
ticular member of the association, and also to give the associa- 
tion greater standing with the general public. Industry ne- 
gotiations with outsiders and with the government are usually 
handled by the director, and not infrequently he is given sub- 
stantial powers in dealing with internal association affairs. 
His success in handling association matters, however, is de- 
pendent usually upon his ability to persuade and to negotiate 
rather than upon his exercise of plenary powers. 


Iv. THE GOVERNMENT'S PART 


British industrialists want no governmental intervention 
if they can secure industry-wide compliance with their con- 
trol programs in any other way. A bill recently introduced in 
the House of Lords to provide for the granting of statutory 
powers to industry majorities upon application to and after 
investigation by the government (the Melchett Bill) found 
little favor either in Parliament or in the ranks of industry. 
Industries would be happy to be made the recipient of govern- 
mental power, but until they find their minorities more re- 
calcitrant than they have proved thus far to be, most British 
industries will prefer to avoid the continuous governmental 
supervision of their operations which acceptance of govern- 
ment powers would entail. Government help came to the 
cotton-textile industry only after fifteen years of private effort 
failed to make effective co-operators out of the Lancashire 
spinners. 

And it must be said that the government reciprocates this 
feeling of cagey exclusiveness. It welcomes schemes—in fact, 
it demands them—but it wants no part of the responsibility 
which intimate governmental sanction and supervision would 
entail. One of the most interesting features of the present 
situation is the tendency of the government, in those instances 
where it deigns to take some small part in the operation of 
a control scheme, to insulate itself against responsibility— 
in the first place, by appearing to act as a quite neutral con- 
duit through which the request of the industry is passed to 
Parliament for favorable action; and, second, by the use of 
ad hoc committees in such a way that neither the government 
of the day nor the civil service will be associated too closely 
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with any “crackpot” venture. The government and Parlia- 
ment are fully aware of what is brewing, and they are never 
far from the scene of operations; but for the time, at least, 
they are so placed that their fingers will not be burned or even 
singed by anything short of a major explosion. 

Control of industry in Britain is in no sense an affair of 
political parties. As a whole, it is promoted by no party and 
is opposed by none. No political leader sponsors it in its en- 
tirety, no political leader has risen to strike it down, and no 
leader and no party assume the slightest responsibility for its 
success. There is only sporadic protest by the official Labor 
opposition; Labor sees the structure being laid for ultimate 
socialization, and immediately, by closing its eyes to more 
remote concomitants, it sees the possibility of increased wages 
in each included industry. 

There are signs, however, that this policy of studied in- 
difference on the part of the government and the parties can- 
not continue indefinitely. Occasionally, now, a trembling 
voice suggests the dangers of uncontrolled control, as when 
the Economist advances a mild question or the London Times 
(moved by the testimony of Sir Henry Bunbury that post- 
office purchases are made from manufacturers so closely or- 
ganized that the price of telephone cord advanced 56 per cent 
upon the formation of a “ring” so powerful that “it is a matter 
for the ring to determine whether or not they will enter into 
an agreement” with the post office) delivers itself of a quer- 
ulous message on the “place and function, the rights and 
obligations, of industry within the State” (London Times, 
September 29, October 2, 1937). Further indications lie in 
the institution of such agencies, however feeble, as the Food 
Council, the Board of Trade Building Materials Committee, 
the consumers’ committees under the Agricultural Marketing 
Acts, and the committees of investigation and the Reorgan- 
ization Commission under the Coal Mines Act. And, of 
course, the very fact of government intervention in the coal, 
agricultural marketing, electricity supply, broadcasting, and 
cotton-spinning industries points in the same direction. 

It may very well be that the next clear call for govern- 
mental activity will come from the ranks of industry itself. 
All the industrial lions are consumer lambs as well—signifi- 
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cantly so in their capacity as industrial consumers. Each 
scheme is bound to have its repercussion upon the schemes 
and activities of other industries. Collisions between schemes 
are inevitable; indeed, they have already occurred in the case 
of shipbuilders and shipowners, steel and automobiles, and 
wrought iron and scrap, to mention only three that have 
taken place close to the surface. Clashes of this sort might 
be expected to produce an expansion of the “independent chair- 
man’ idea into the institution of chairmen for groups of in- 
dustries and eventually a superchairman for all British in- 
dustry. Such a result would be too logical to expect in Great 
Britain (in the absence of war). There is food for thought, 
however, in the recent report of the Import Duties Advisory 
Committee on the Present Position and Future Development 
of the Iron and Steel Industry (June, 1937). The immediate 
occasion for the investigation leading to the report was the 
storm of public and Parliamentary protest aroused by the 
claim that the Steel Federation had either blocked or refused 
to co-operate with a group of semiphilanthropists in laying 
down a new steelworks in depressed Jarrow. The report is a 
complete recital of events in the steel industry during the 
preceding five years. To many people the listing of even the 
extreme control measures undertaken by the industry will not 
be particularly startling, but there will be few who will not 
be brought up standing by the calm revelation of the present 
extent of governmental supervision of an industry into which 
both the members and the government have done their best 
to keep government control from entering. The Committee's 
conclusions open with the statement that: 

.... the State cannot divest itself of responsibility as to the con- 
duct of a protected industry so far-reaching in its scope, so vital to 
the national well-being, so largely affected by state fiscal policy, 
and now being brought into a closely-knit organization. 


Recommendations are made that price, quota, and rebate 
policies and schemes for industry development should all be 
under the general oversight of “‘an independent body.”’ So 
much for the future. As for the situation as it has developed 
to the present: 

Not the least important of the developments which have taken 
place is the acceptance both by the industry and, so far as we are 
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able to judge, by public opinion, of a general oversight of the policy 
of the industry by an independent body looking to the public inter- 
est in its widest sense. That oversight, the nature and scope of 
which have been indicated in the relevant sections of this Report, 
has developed gradually in recent years and has so far devolved 
almost inevitably” upon us in view of our responsibility in relation to 
the tariff measures which have contributed to the recovery and 
reorganization of the industry. 


British industry—all British industry—must realize that 
if co-operative agreements are to be substituted for competi- 
tion, governmental intervention and supervision, however 
long postponed, are inevitable. 

The Import Duties Advisory Committee, by the way, is 
Britain’s peculiar contribution to the intriguing art of indus- 
trial control, and in its quiet, inconspicuous way it is playing 
a major part in the current movement in British industrial 
organization. Any group of manufacturers desiring tariff pro- 
tection must first state its case to the I.D.A.C., where, in all 
likelihood, it will be informed that its proposals will be given 
greater consideration if they are presented by spokesmen rep- 
resenting industries so completely organized that those who 
speak can make commitments for the entire industry as a 
unit and can give reliable assurance that benefits conferred by 
the tariff will not be dissipated by subsequent cutthroat com- 
petition. Informality is the keynote of Committee investiga- 
tions. Representation by lawyers is discouraged and no pub- 
lic records are kept. The Committee hears such evidence as 
it cares to hear and in such manner and under such circum- 
stances as it cares to listen. Much of its information comes 
to it through the medium of casual conferences. The Com- 
mittee frequently obtains commitments from applicant indus- 
tries that order will take the place of strife if tariff favors are 
granted, and that, on the other hand, industry-fixed prices 
will not be increased beyond stipulated levels. The recom- 
mendations of the Committee, accompanied by brief explana- 
tory opinions, are made to the Treasury which in turn makes 
an order to be sent to Parliament as a government bill for 
approval. It isa matter of record that, save in one case, where 
purely technical difficulties were encountered, no recom- 


10 Italics mine. 


[28] 


mendation by the Committee during its five years of life has 
failed of acceptance. It was the Import Duties Advisory 
Committee which, by the employment of tariffs as bargaining 
weapons, forced the continental cartel to yield a substantial 
share of continental business as well as the British home mar- 
ket to British steel producers. And it is this same committee 
with which the British Iron and Steel Federation currently 
keeps in the closest touch and to which it now comes for 
informal approval of every price increase which it proposes 
to make. Under the Committee’s present interpretation and 
enthusiasm in the performance of its function, it is safe to 
assert that the Committee will find itself increasingly a par- 
ticipant in the development of British control schemes and 
something more than an interested observer of their opera- 
tion. 


Vv. AN APPRAISAL 


A critic of the British situation, particularly an outsider 
whose connection with the control movement has necessarily 
been limited, may well hesitate to advance dogmatic con- 
clusions in the face of the complete acceptance of control 
schemes generally by the great preponderance of calm, sober, 
British opinion. Attracted and impressed by the freedom with 
which the details of “restraint-of-trade” schemes are discussed 
on every hand in England, and, in particular, the tendency 
on the part of trade-association executives to emphasize 
rather than (in American fashion) to hide the “effectiveness” 
of their association programs, a stranger may easily imagine 
the presence of schemes where none exist, and mistake plans 
and aspirations for accomplished facts On this point it 
should be said that, while there may be differences of informed 
opinion as to the exact extent and effectiveness of price and 
output control in England, it cannot reasonably be denied 
that control is widely present to such a degree as substantially 
to alter the whole character of the “market” and to make prices 
emanating therefrom quite unreliable as indices of underlying 
economic conditions. Many industries are free from formal 
agreements (although probably none is conducted outside an 
atmosphere of “understandings” as to “right dealing’’), and 
undoubtedly there are many instances of noncompliance 


[ 29 ] 


among those industries whose schemes are tightest; but the 
movement, encouraged by a receptive public, nourished by a 
young and vigorously nationalistic tariff, and spurred on by 
memories of the depression and fear of industrial unprepared- 
ness in case of war, is strong and is growing stronger. As to 
the spirit of the movement: criticism of the structure and 
operation of Britain’s newer economy implies no criticism 
whatever of the motives of those immediately responsible for 
its active promotion. British industrialists, presumably, are 
prompted in economic matters by considerations no different 
from those which move businessmen everywhere, but it must 
not be thought—indeed, it could not be thought by anyone 
appreciating the open manner in which control schemes are 
discussed in England—that by emphasizing industry control 
of price and output British industrialists are peculiarly grasp- 
ing and rapacious. British industrialists are honestly con- 
vinced that unrestrained competition is a characteristic of 
a past order, and that in promoting their individual schemes 
they are serving the interests of a new, more intelligent na- 
tional economy. ‘“‘What is good for industry is good for the 
country,” a statement frequently heard in England, expresses 
accurately and completely the sincere attitude of British in- 
dustry. 

The setting of minimum prices in an effort to forestall the 
excesses of “destructive competition” is carried on in Britain 
—as elsewhere—with no workable definition of “excessive” 
or “destructive competition,” and with no carefully-worked- 
out long-run purpose. The difficulties of setting prices for 
standardized products or services sold under conditions of 
simple monopoly are apparent to those conversant with the 
public-utility situation in the United States for the past two 
decades; but the difficulties of public-utility rate-making are 
slight compared to the intricacies of fixing prices for a vast 
network of complex industrial products sold under conditions 
of semicompetition. Cost—with no “natural” or purposive 
answer to the questions “‘what costs?” or “whose costs?”— 
is a peculiarly treacherous standard; its employment lends 
an air of scientific respectability to a proceeding whose arbi- 
trary character would, in the absence of a “cost” rationaliza- 
tion, be easily recognizable. Self-restraint may keep British 
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price-fixers from placing prices generally on a plateau so high 
that consumers will be aroused, but more than self-restraint 
is required to enable authorities to deal effectively with the 
problem of price relationships (both as between products and 
producers) in a dynamic, progressive, semicompetitive econ- 
omy. The development of productive efficiency is not neces- 
sarily stopped by a system of set prices and quotas, but most 
certainly it is not encouraged; and the attempt to achieve 
stability by maintaining rigid prices is more likely, by induc- 
ing a progressive accumulation of uncorrected disruptive 
forces, actually to induce instability. 

Both restriction of production and price-fixing to protect 
capital costs suggest a confusion between considerations per- 
tinent to the analysis of an economic situation prior to the 
commitment of capital and those appropriate after the in- 
vestment has been made. They attempt to deal with dis- 
agreeable surface manifestations of underlying maladjust- 
ments which in fact can only be aggravated by price-fixing 
and output restriction. Sagging prices and unused facilities 
are indicative of misdirected economic resources; proper direc- 
tion cannot be achieved by so raising prices that use of the 
facilities falls still farther, and to destroy facilities means to 
deprive society of the benefit of capital resources which, how- 
ever misconceived their present employment may have been, 
are still more capable of satisfying social needs if left intact 
than if scrapped. No economies are secured by capital de- 
struction and no capital is transferred thereby from over- 
invested industries to industries where capital is relatively 
scarce. Quotas, although possibly needed to bolster any vol- 
untary system of minimum-price control, are peculiarly sug- 
gestive of a depression-created defeatist ‘outlook. “Our best 
days are past,” they seem to say, “Let us reconcile ourselves 
to our meager fare, and divide the crumbs so that we may 
have peace if not plenty in our declining years.” More than 
any other control device they express the proposition that 
because a producer has entered an industry he is thereafter 
entitled to a share of business. No stronger protection for 
vested inefficiency can be imagined. 

Indeed, the whole British program of restriction and con- 
trol seems to reflect a “last-ditch” attitude strangely at 
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variance with current output and trade figures in many of 
her important industries. One cannot avoid the feeling that 
in strengthening the lines of control, planlessly, within each 
industry, the British are trading long-run development for 
immediate prosperity in particular industries; that industrial 
progress is being sacrificed to the protection of existing inter- 
ests; and that domestic markets are being saved for British 
producers at the expense of the great export industries which, 
bewildered, are themselves turning to control devices which 
can scarcely be effective in an international economy. It is 
difficult to avoid the conclusion that Britain is seeking to con- 
trol competiton by eliminating its essential elements. 

It is tempting, of course, to expand upon the dire effects 
which the “new economy” is bound to work upon consumers, 
but, in all truth, one cannot fairly become lugubrious over 
their immediate plight. No one who has knowledge of the 
restraint which characterizes the typical British industrialist 
and his capacity for visualizing long-run self-interest will ex- 
pect English consumers ever to be made to feel that they are 
being badly treated by British industry. The slow develop- 
ment and consolidation of economic maladjustment, difficult 
to detect and impossible to prove, rather than spectacular 
price oppression, await the British consumer. 

It must be emphasized that price, quota, and redundancy 
schemes are no part of, nor are they properly related to, any 
defensible, thoroughgoing program of replacing blind, ignor- 
ant competition with intelligent, informed guidance of invest- 
ment and production. Britain is not operating under nor is 
she moving toward a “planned economy.” Dramatics aside, 
England is experiencing nothing more “revolutionary” than 
a completely planless, muddling decline of competition—de- 
cline on a wide front, firmly motivated and actively in process, 
but opportunistic and piecemeal none the less. It is true that 
one is confronted on every hand by ambitious schemes of 
authoritative control designed consciously to achieve named 
results—and, that further, when the various schemes are 
fitted together a general pattern emerges. But this pattern 
or program springs into life after, rather than prior to, the 
inception of any of its parts. Everyone is planning, but there 
is no interrelationship and no central program. There is no 
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long-run objective; no goal visualized for the industrial sys- 
tem of Britain as a whole. Planning in England is on a short- 
run, individual-industry basis. The British do not plan to 
plan; they plan to muddle! 

Indeed, Britain has yet to consider the full implications of 
here current course. She has given casual attention to many 
individual schemes as remedies for immediate ills of particular 
industries, and in each instance she has found them good— 
for the industry. But Britain has not brought herself to 
ponder deeply the prospect and the problems of an entire 
economy made up of schemes—industry-administered prices, 
investment control, output limits, vested-interest quotas, 
levies, subsidies, interlocking penalties—all undertaken in- 
dependently and constituting not transient remedies but per- 
manent characteristic features of her industrial society. And, 
while for good or evil she cannot escape the schemes, Britain, 
to the consternation of all the world’s orderly planners, will 
probably not permit herself to be greatly concerned. These 
problems—major problems—face Britain; it is a safe predic- 
tion that Britain will not face the problems. 


Lage 
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